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—Based on the surveys which have been carried out since the last war, 
the U.S. Department of Commerce believes it has firmly established the 
fact that the use of distribution cost analysis presents an opportunity 
for increasing efficiency and reducing marketing costs, which is just as 


important as all the work done in the past quarter ceniury on reducing 
factory costs. 


—These findings are just as valid on the Canadian scene. 


—In instances where proper analysis and regulation of marketing costs 
has been applied, the return invariably has been great and the effort 
required small. 


—There is a real opportunity for Canadian companies to take advantage 
of this comparatively untouched field for increasing profits. 


—A word of warning — 


Full advantage of this situation may only be gained by those 
companies whose top management have a real desire to seek 
out facts and have the courage to follow where they lead... 
any other attitude will jeopardize the results. 


It deserves your investigation 


J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 





4643 SHERBROOKE STREET WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 


Your inquiries are invited—No obligation naturally. 
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Born in Taylorsville, Mississippi, Mr. Hester joined the staff of the 
Esso Standard Oil (Charleston, B.C.) at the age of 21, where he 
obtained a varied experience in several phases of Esso Accounting, 
including being department head of Stock, Financial Accounting 
and other sections. He was appointed Methods Analyst for South 
Carolina Division of Esso in 1946 when Standard Oil inaugurated 
a Plan for Work Simplification and Improvement. 


WHAT SHOULD BE DONE BEFORE A 
COST SYSTEM IS INSTALLED? 


By WANGR NM; JGHINSTON 5655 eicdie ch eee henvnadee nena 63 


Mr. Johnston’s previous business affiliations include Head Cost 
Accountant of the Industrial Chemicals Division of the Office of 
Price Administration during World War II, and Assistant to the 
Vice-President in charge of Operations at Allied Products, Inc., 
and in direct charge of Purchasing, Production and Costs. He is 
a member of the Systems and Procedures Association of America, 
and is Treasurer of the Washington Chapter of the National Associ- 
ation of Cost Accountants. 


MANUFACTURING BUDGETS FOR A PROCESS INDUSTRY 
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Mr. Loy has been with Robertshaw-Fulton Controls Company for 
17 years, during which time he has worked in cost estimating, 
time study and as assistant manager of the Industrial Engineering 
Department. In 1951, he took the position of Chief Industrial 
Accountant, and is presently the Accounting Administrative 
Assistant of the Sylphon Division. 
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Editorial Comment... 
INDUSTRIAL REVOLUTION IN THE OFFICE 


“In every department of non-emotional thinking, planning, and 
doing, machines can be built that are superior to workers.” Experts 
on the new automatic equipment make the above statement. 

It would seem that the robot age is upon us. Magnetic tapes, 
magnetized drums, punch cards, electronic storage tubes, photo electric 
cells, and so on are the language of those who build for “automation” 
in the modern factory and office. 

Already digital computers are saving hundreds of clerical and engi- 
neering hours. For example, thousands of survey calculations on the 
St. Lawrence Seaway were done in a matter of hours. One of Canada’s 
largest insurance companies uses electronic equipment to store the 
pertinent facts about its thousands of policies. A very few workmen 
operate a plant which produces hundreds of car engines per day with- 
out a single hand operation. 

Some day in our offices you will get filed letters and records by 
dialing an electric storage system which will deliver printed copies or 
a voice report. Electronic brains will keep accounts, sales records, and 
pay rolls, compute and send bills and schedule production. 

Industrially this new technology utilizes the feedback concept. 
This means that the control device on a machine is a function of 
actual performance rather than of expected performance. For example, 
if the planned machining time of three minutes is not sufficient to do a 
good job on a part, automatically more time is allowed. The machine 
is, in effect, doing its own inspection and rework. It is said to operate 
with a closed lock of controls. 

In the automatic calculating field a wide variety of self regulating 
and self programming computers exist. They perform a sequence of 
logical operations. They correct their own errors. They choose 
between several predetermined built-in plans. 

It is probably patent that we are in the midst of a great change. 
Another industrial revolution is in process. 

Why? 

Increasing speed and complexity in every field is making it over 
costly to use hand operatioons and besides, our present day economy 
must plan for, and produce such vast quantities of goods and services 
that human beings can’t keep up. 

Gloomy predictions are already arising in some quarters about 
mass unemployment and depressions, such as never experienced before. 
In truth, any major economic change is accompanied by some temp- 
orary dislocation of effort and workers. 

The industrial revolution in England found textile workers smash- 
ing power looms through fear of loss of jobs. With the introduction of 
line assembly methods in the early 20th century, came opposition from 
various groups. 
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EDITORIAL COMMENT 


The result? Higher wages and a better standard of living. It 
might be termed an economic truism that the more energy a workman 
can control the more he can be paid. Goods become more plentiful 
and distribution problems simplify. Prices tend to drop and better 
living results. Certainly the automatic factories put many thousands 
of extra energy units at the control of each individual. 


It should be recalled that only 25% of our employed force works 
in manufacturing, and only about 8% of the present manufacturing 
operations are ripe for automation. 


Redesign of processes and products are necessary for most before 
they can consider changeover. A host of new industries will arise to 
build and supply the new automatic equipment. An array of new 
skills will be needed to keep these new and complex units in good 
running order. 

As far as accounting is concerned, a multitude of dull mechanical 
tasks will disappear. Involved mathematical problems will be solved 
quickly. Through electronic storage, masses of asset and _ liability 
details will be literally at our fingertips for instant review. 

Problems for the accountant will arise such as increased capital 


required to finance the new factories. They will have to consider 
whether potential profits should be greater to justify the risk involved 
in a rapidly changing technology. Cost allocation will need to be 
thought out more carefully in a situation where virtually all labour is 
indirect. The analysis of the maintenance function will assume more 
significance. 





NOTICE OF EXAMINATION DATES 





The dates for the 1955 examinations have been set as 


follows: 


Accounting I - - . : : Monday, April 25th 
Fundamentals of Cost Accounting - Tuesday, April 26th 
Advanced Cost Accounting (Paper 1) - Wednesday, April 27th 
Accounting IIT - - - = = Thursday, April 28th 
Business Mathematics - - - - Friday, April 29th 
Advanced Cost Accounting (Paper II) - Saturday, April 30th 
Industrial Organization and Management - Monday, May 2nd 
Industrial Legislation - - - - Tuesday, May 3rd 























COST AND MANAGEMENT 


“We use our MARCHANTS for figuring invoices, payrolls, 
job costs, discounts, inventory, time-payment contracts... 
in fact, for just about all the figurework in our office.” 





“Once | figured that only 
big companies needed calculators. We're 
only a small business, but our MARCHANT 
is paying for itself so fast I'm amazed.” 







Any way 


eo 
ite Marchant! 





The Marchant 
Figurematic 


SALES AND SERVICE THROUGHOUT CANADA 


{Find out how a MARCHANT calculator will help cut your figure- 
{ work costs and lighten your figuring burden. Mail this coupon 
4 with your business letterhead for free... 
§ 
t 





Index to Modern Figuring by Marchant Methods . . . . [) 


Descriptive Literature on Marchant Calculators . . 0 
MARCHANT CALCULATORS, LIMITED, TORONTO 2B, CANADA 


! 
q THE WORLD’S FINEST AND FASTEST CALCULATOR 
t 
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C & M Round-Up... 


By N. R. Barfoot, R.LA. 


1. D. B. Federal Report 


During 1954 total disbursements of the industrial development 
hank were $11.5 million as compared with 11.3 million in 1953. 

Repayments in the year amounted to 8.3 million with write-offs of 
$154 thousand. 

Outstanding loans rose from 38.9 million in 1953 to 42.1 million in 
1954. 

Current authorizations stood at 661 this year compared to 633 in 
1953. 

The following schedule of applications for °53 and °54 show a 
decrease in the current year: 


New authorizations 1953 1954 
PE REUER TERRE 8042 fh ayn ics eee hos ee 142 125 
Refused ......... athe Ute atest Rea ne ane a 70 49 
Vir SOR a ae 50 53 

262 227 

Applications from existing borrowers 
URI RLI NN ERMII 8s Glink. eA Yess ee ee 15 50 
Road DG ob Od Sacra aid ne 1 2 
VOLT G DTT i ae gece ie a eater ee tere eat 6 8 11 

84 63 

Rivet caOM CN CRBLO RNG Clk 5. Gosh cess) ia an URIS ie casey ea we Sate 346 290 
I oe on Wik ka ally Oh ee eee a 217 175 
Absenteeism Management Methods 


A recent survey concludes that absenteeism results in from 5 to 
15% loss on the annual payroll. 
Causes listed are: 
Industrial accident or disease — less than 10% 
Respiratory infections — 45% 
Personal business, death in family, and other — 45% 
Concerning the factors that affect absenteeism, it may be said that: 


Absenteeism gets worse: 
with the winter months 
with a high proportion of female workers 
with high levels of employment 
with prosperous working conditions 
with conflicts in the work group 
Absenteeism improves: 
with good supervision 
with adequate controls 
with interesting work 
with high “sense of participation” of each employee. 
Would you like to run a check list on your own office? 
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Ships on the Seaway 


With the start on the St. Lawrence Seaway these are a few facts 
worth considering re ships on the lakes: 

Present limits of ocean ships through the Great Lakes is 1,600 tons. 

The new seaway will permit loads of 8,000 tons. 

Forty-eight millions will be saved in the first year of seaway opera- 
tions, due mainly to the shipment of grain from lakehead to world ports 
without trans-shipment. 

One hundred and twenty Canadian canal boats linking Montreal 
and the Great Lakes will be hopelessly obsolete. 

In 1954, 100 European vessels handled 700,000 tons of freight. 

Germany plans three new seaway vessels, Norway, six; France, six; 
and Holland has a series of 7,200-ton vessels under construction. 

Each vessel will be 425’ long, 61’ wide, loaded draft of 25’, speed of 
16 knots, and accommodation for 12 passengers. 

In loads will include glass, liquor, toys, bulbs, marble, steel 
products, olives and autos. Out loads will be meat, hides, tallow, wheat, 
asbestos, tractors, cars, aluminum and newsprint. 

Low construction costs and lower operating costs give the foreign 
shipper the advantage. 

Our own Great Lakes yards probably can’t compete, nor can Cana- 
dian shippers operate as cheaply. Few suitable vessels for lake and 
ocean exist in either the Canadian or U.S. mercantile fleet. 


Money Canadian Business 

Do you have a $4 bill of the Banque d’Hocheloga or a $25 note of 
the Bank of Canada, or even a 7 pound 10 shilling note of the Halifax 
Banking Company? 

All are redeemable except the sterling note. 

Canadian Bank notes have been issued in 1, 2, 3, 4, 5, 6, 7, 10, 20, 25, 
50, and 100 dollar denominations. Of course, there are 500, 1,000, 
5,000, and 10,000 for certain uses. 

Spanish eight bit pieces were legal tender up to a few years ago. 
Broken into four sections we have our quarter or two-bit expression. 

Until 1952, the British sovereign and half sovereign as well as U.S. 
5, 10, and 20 dollar gold pieces were legal tender. 

Everything is nicely in order these days and the Bank of Canada is 
the only institution with power to issue bank notes in Canada. 

Unions and the White Collar Worker 

Latest figures in the United States show: 

15 million white collar workers — of these, 4.3 million are non- 
government; 309,500 of the above are in direct white collar unions; 
240,000 are attached to existing industrial unions. 

Of 5 miilion retail workers, 476,000 are unionized. 

General trend of union strategy is to work through industrial 
unions now existing in plants, rather than form separate white collar 
groups. 
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Cc. & M. ROUND-UP 


Economies have shifted in favour of factory groups in the past ten 
years because: 

Fringe benefits are as good as salary, for hourly rated workers. 

Expanding educational system has put white collar jobs within the 
reach of more people. 

Heavy influx of women, both married, and unmarried has made 
available a large labour supply at lower cost. 

Mechanization and simplification of office procedures make staff 
requirements lower. 


The Natural Business Year Management Methods 


Have you ever considered a company fiscal period based on the 
annual cycle of activity which ends when inventories, receivables, and 
loans from banks are at their lowest period? In other words, your 
natural business year, which may be entirely different from the calendar 
year. Some of the advantages are: 

Your inventory can be taken when it is lowest and when your 
employees are least busy. 

Your balance sheet will show your most liquid position — a help 
for bank credit. 

The income statement will show results of operations during an 
actual cycle of your business, rather than a mixture of the end of one 
season and the beginning of another. 

Statements will come off earlier. 

Tax returns will show smaller amounts of inventories and accounts 
receivable, reducing the area of possible dispute with the government. 

Your public auditor will be able to render more effective service 
when not in the midst of calendar year auditing. 





COST CLERK REQUIRED 


Progressive Steel Fabricating Plant in Small Eastern Ontario 
Town requires a young man age 20-30, for a position as Cost 
Clerk. 


A student with one to two years cost training and some cost 
experience is required for this opening which has excellent op- 
portunities for advancement. Many Benefits available. Applli- 
cants should state age, education, experience, marital status and 
salary expected. 


Please forward replies, enclosing a photo if possible, to 
Cost and Management 
Box 46 66 King Street East Hamilton, Ontario 
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For a New and more Remarkable 
way to prepare Payroll Records 


UNDERWOOD 
SUNDSTRAND 








ce 


Orn; 
Care SLdu¢. Tons 
ey RS. 
O rows 


The Underwood Sundstrand Payroll payroll register in the conventional 

Machine automatically prepares all re- manner. 

lated forms in one original recording. It provides 20 register units for ac- 
cumulating totals or computing control 

Because of its ingenious design, it lists balances. 

entries vertically on the employee’s After the posting is completed, it auto- 

statement yet prints the identical entries matically ejects and stacks cheques in 

in columnar arrangement on the em- numerical order in a convenient and 

ployee’s earnings and tax record and_ handily accessible tray. 


eeeeeeeeee8ee 
Underwood Limited 
135 Victoria St., Toronto, Ont. 


Please send me literature, further describing 
your new Underwood Sundstrand Model E 
Accounting Machine, 




















Useerwood 
Semtet rend Name___ 
. e000 ‘ 
Accounting Machine Division “4 : : Title 
H + The Origins «= C. 
Underwood Limited cen Como 
Head Office: 135 Victoria St. Address 
Toronto 1, Ontario 
‘ City. 
Branches in all principal cities CM-2-44 
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Books in Review... 


EMPLOYEE REMUNERATION AND INCENTIVES 
Published by the Institute of Cost and Works Accountants Ltd., London, 
England. Pp. 71; 7s 6d. 

Reviewed by W. E. Douc as, R.I.A. 


This concisely written work contains a wealth of information for 
those interested in incentive methods of payment. 

A short historical review deals with the changes that have taken 
place in the employer-employee relationship during the last several 
hundred years. It is interesting to note that legislation governing wages 
and conditions of work dates back to the 14th century. 

The economic principles of remuneration in general as well as 
those having particular application to the employers’ and the employees’ 
viewpoint of the question are set forth briefly. The principles of 
monetary incentives are discussed as are fringe benefits and the appli- 
cation of incentives to staff personnel. 

There is, in brief outline, considerable information concerning the 
various methods of payment followed by a section devoted to the reasons 
for the choice of the various methods. 

The present day trends as to national wage policies, greater pro- 
ductivity, union attitude, simplification of wage schemes and fringe 
benefits are dealt with in a general manner. 

In the first appendix there is a short resumé of 43 of the more 
commonly used remuneration and financial incentive systems. In some 
cases the formula and the effect on earnings and labour cost are shown 
together with the advantages and disadvantages. 

The second appendix consists of 9 graphs giving the relationship 
between earnings, labour cost and earnings on straight piece work with 
a guaranteed time rate. 

This brief outline of the various incentives methods of payment, 
coupled with a short resumé of the economic principles governing the 
employer, employee relationship prefaced by the minimum in historical 
background would be of invaluable assistance to anyone contemplating 
the installation of an incentive method of payment. 


MONOPOLY AND COMPETITION AND THEIR REGULATION 
Edited by E. H. Chamberlin for the International Economic Association. 
Macmillan Company, London, 1954. Published simultaneously in New 

York and Canada, by the Macmillan Company, Pp. 549. 

Reviewed by Mary Draper, B.A. 

This book is the papers and proceedings of a Round Table Con- 
ference on Monopoly, Competition and their Regulation, held by the 
International Economic Association at Talloires (Haute Savoie), France, 
September 3-8, 1951. It was the Association’s third conference, and was 
financed through UNESCO and planned by a small programme com- 
mittee of which Professor Chamberlin, the editor of this book, was 
chairman. 
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Included in the book are eight background studies of monopoly 
and competition in the various countries, a summary record of the 
debate at the conference, and a number of special papers presented 
during the three day sessions. 

Each contributor of a national study was asked to approach it as 
follows: Market structure; size and concentration of industry and the 
forces which make prices, recent trends; government regulation in- 
cluding the types of control exercised over monopoly, over what area 
and with what success; general public attitude towards the desirability 
and possibility of “preserving competition”; research currently being 
done in this area; comment on any features of the problem special to 
the country in question, and a bibliography. The countries covered in 
the studies are Canada, France, Italy, Union of South Africa, United 
Kingdom, United States of America, Western Germany and Scandinavia. 

Naturally, the piece on Canada, contributed by Professor V. W. 
Bladen, will hold the greatest interest for the Canadian student, but the 
other studies give the reader both a contrast and a broader view of the 
whole problem of monopoly and the regulation of competitive practice. 
A concise and interesting discussion of the chief issues raised in the 
studies is given by C. D. Edwards in a chapter, “Issues in the Monopoly 
Problem” which follows the group of studies. 

Of particular interest to Canadians is the paper, “Preventing 
Monopoly — Canadian Techniques” by F. A. McGregor. Among the 
other papers included in the book are, Real Economies of Integration 
versus Advantages of Domination, Conditions of Entry and the Emer- 
gence of Monopoly, The Impossibility of Competition, Measuring the 
Degree of Monopoly and Competition, Monopoly, Efficiency and the 
Structure of Industry, Monopolistic and Imperfect Competition in 
Retail Trade, and The Wastes of Competition. There are also three 
papers on the Economic aspects of the monopoly problems, and two 
papers dealing with nationalization as an alternative to private mon- 
opoly, one discussing nationalization in Great Britain, and one nationa- 


lization in France. 

The summary record of the debate was done by Elizabeth Hender- 
son and includes the main arguments and general trend of the debate. 
In the words of Gottfried Haberler, president of the International 
Economic Association, the object of the summary record has been “to 
present the general balance of debate rather than refinements of dis- 
cussion on detailed issues. If the result sometimes does less than full 
justice to the remarks of particular speakers, it must be pleaded that the 
necessities of balance, selection, and abbreviation are the cause.” 

A thorough index makes it easy for the reader to find all the 
remarks made by any one speaker, and all the references and discussion 


concerning any one paper. 
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BOOKS IN REVIEW 


The contributions of the economists and businessmen of the various 
countries participating in this international conference have been 
arranged in a readable and useful manner in this book. As a reference 
for the reader interested in monopoly problems in a specific country, 
and as an over-all picture and study for the student concerned with the 
whole question of monopoly and competition today, this collection gives 
an interesting, complete and up-to-date selection of facts and opinions. 


PERSONALS 

John D. Owen, R.I.A., has been appointed Chief Accountant of 
Canadian Sponge Rubber Products Ltd., an operation of the B. F. 
Goodrich Rubber Co. Ltd., at Waterville, Quebec. He was formerly 
Chief Cost Accountant with The Paton Manufacturing Co. Ltd., Sher- 
brooke, Quebec. Mr. Owen is a Director of the Eastern Townships 
Chapter, and a Director of the Educational Committee. 

Donald B. Grant, R.I.A., has very recently been appointed the 
President and General Manager of the Vancouver Iron Works, and 
Associate Companies, Vancouver, B.C. Mr. Grant is the First Vice- 
President of the Society of Industrial and Cost Accountants of Canada. 

W.M. McLaren, a former Director of the Society of Industrial and 
Cost Accountants of Ontario, has purchased a controlling interest in 
the firm of Jimmie James, Ltd., in Welland, and on January 21 and 22, 
he formally opened the company of W. M. McLaren, Limited. Ori- 
ginally from Hamilton, Mr. McLaren has lived in Welland since 1943, 
during which time he was a Cost Accountant with the Stokes Division, 
General Tire and Rubber Company. 

R. -S. M. Ausman, R.I.A., was recently appointed Secretary- 
Treasurer of Canadian Tappan Stove Limited, by the Company Presi- 
dent, Mr. W. R. Tappan. The company’s factory will be located at 
St. Laurent, Quebec. 





SPECIAL BULLETIN No. IV. 


The Society of Industrial and Cost Accountants of Canada is 
pleased to announce that a Special Bulletin is presently being issued to 
all Registered and General Members. This Bulletin is by Charles E. 
Dykes, and is entitled: “Yardsticks of Business Management”. 

It is the author’s opinion that one of the most useful tools of 
management for comparative purposes is the Ratio, the most important 
of which is the Return on Investment Ratio. The factors responsible 
for variations in the Return on Investment Ratio in a typical company, 
are analyzed through a series of charts to indicate the use of this ratio 
for business planning purposes. 

Additional copies of the bulletin may be obtained from the 
National Office in Hamilton. The price to members is 25c per copy, 
and the price to non-members, 35c. 
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A RECORD SHEET — 
METAL LINK 


and 


— THE ANSWER 


Cope-Chat 
UNITY PRED 


COMPARATIVE DATA FILE PAT. NO. 410861 
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As many sheets as required can be spread at will to left or right 
depending on the visible margin and filed in a folder, slightly 
larger than the sheets. It does not matter what method of 
comparative accounting you are using, UniSpred will increase 
the utility of the system. Comparative data methods fail if they 
do not produce results or control figures arranged for convenient 
study in compact form ... UniSpred provides rapid calcula- 
tion of horizontal or vertical rows of figures in order to obtain 
totals or summarized information, such as sales by salesmen, 
by product or by territories, for one day, a week, month or year. 


Made and Sold by 


COPELAND-CHATTERSON LIMITED 


From Coast to Coast 


BRAMPTON ONTARIO 





























A Plan for Work Improvement... 
By E. O. Hester, 


Systems and Methods Accountant, 
Esso Standard Oil, Columbia, South Carolina. 


An overall work simplification and improvement programme covering 

ten Marketing Divisions of the Esso Standard Oil Company was in- 

augurated in 1946, and Mr. Hester was appointed Systems and Methods 

Accountant at that time. Covering market functions only, the author 

gives an account of the initial planning and gradual development of this 

programme. 

|» THE early part of 1946, the Controller of Esso Standard Oil 

Company notified each of the ten Marketing Divisions of an 
impending Work Simplification and Improvement Programme to be 
instituted and carried out an extensive and continuing basis in each 
Division Accounting Office. The plan provided for the appointment of 
a Systems and Methods Accountant in each division to study systems, 
methods, procedures, forms, etc., and coordinate division activity in the 
plan as outlined and directed by the Controller’s Office; also, the 
appointment of a Coordinator in the Controller’s Office to administer 
the over-all programme under the Assistant Controller in charge of 
Marketing Accounting. 

The programme was planned and developed by Assistant Controller 
N. M. Fillastre, and received the enthusiastic concurrence and approval 
of Marketing Management and the Board of Directors. 

In this article only Marketing Accounting functions are considered. 
Esso operates in eighteen states with Accounting functions for Market- 
ing operations (as distinguished from Refinery operations) centralized 
in ten Division Headquarters Offices. 


Area Division Office 


Louisiana - += «= «= «+ New Orleans, Louisiana 
South Carolina - - + + Columbia, South Carolina 
North Carolina - - - «+ Charlotte, North Carolina 
Virginia, West Virginia - - Richmond, Virginia 
Arkansas, Tennessee - += Memphis, Tennessee 
Pennsylvania - - + «+ Philadelphia, Pennsylvania 
Delaware, Maryland, 

D. of Columbia - + + Baltimore, Maryland 
New Jersey - - - = = Elizabeth, New Jersey 
New York - «+= « «= «= Pelham, New York 
Massachusetts, New Hampshire, 

Vermont, Rhode Island, 

Connecticut, Maine - = Boston, Massachusetts 

Preliminary to launching the programme, initial meetings were 

held with key Accounting Personnel throughout the area. The Co- 
ordinator of Marketing Accounting furnished manuals and conducted 
extensive discussions conceraing plans, requirements and procedures. 
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10. 

Each of these and additional objectives, are explained in detail and 
supported with sound reasoning and clear interpretations. 

The scope of the plan is defined literally to cover every activity of 
a Marketing Division Accounting Office, every piece of equipment, 
every form and every device or facility in use. Alternatives to be con- 
sidered are those in other offices, variations of them and all those which 
are the product of thought in the entire territory. 

Important requirements outlined under the Functional Organiza- 
tion Section are: 
A. Responsibility of the Controller’s Office to be as follows: 


COST AND MANAGEMENT 


The manual was well designed and provided concise and explicit 
information under separate chapters captioned INTRODUCTION, 
ORIGIN OF PLAN, OBJECTIVES, SCOPE, FUNCTIONAL ORGA- 
NIZATION, PROCEDURE, etc. 


Here are a few of the objectives: 


Eliminate unnecessary work. 

Simplify required work. 

Determine the one best way of doing a job. 

Improve Inter-Division comparison of performance. 
Determine more accurately the degree of skill required for the 
job. 

Increase employee proficiency and interest in his work. 
Render quality service to customers. 

Remove element of guess-work in arriving at decisions. 
Forecast more accurately the cost or savings on anticipated 
additions or reductions of work. 

Improved reports at earlier date. 


. Lay out the plan. 

Outline the scope of its coverage. 

Outline the methods of study to be used. 

Decide on the systems to be analyzed, and when. 
Outline the approach to each major item of study. 
Coordinate division activity. 

Reach final decisions. 

Issue instructions covering adopted procedures. 


sponsibility of each Marketing Division to be as follows: 


Lend full support of Manager and Staff. 

Follow manual and procedures issued by the Controller’s Office. 
Delegate responsibility to the Office Manager. 

Appoint through Office Manager a Systems and Methods Ac- 
countant to coordinate division activity in the plan, to make 
and conduct analyses and to see that the plan intent is carried 
out, 

Motivate and activate the participation of all employees. 

Have representatives attend conferences called by the Con- 
troller’s Office. 
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C. Qualifications of Systems and Methods Accountant to include: 

Honesty —of purpose — to himself and his associates. 

Loyalty — to the company — its objectives — its management — 
its employees. 

Curiosity — forever wondering (and asking) “Why?” 

Ingenuity — Imaginative — always thinking and looking for a 
better way. 

Initiative — ability to proceed smoothly — AND WITHOUT 
FRICTION — o nthe course established. 

Interpretive Ability — the knack of remaining within predeter- 
mined channels, 

Judgment — ability to weigh all known factors. 

Prestige —having the full confidence of the entire office group. 

Tact — Diplomatic in dealing with people. 

Salesmanship — the use of expression, dramatization and persua- 
sion to sell his ideas both to his supervisors and to the people who 
must use them. 

Knowledge of Accounting — a sound background of accounting, 
training and study. 

Work Experience — preferably wide experience with company 
accounting systems and procedures throughout the office. 

Knowledge of Business — Preferably a wide range of knowledge 
of the company. 

The study procedure outline initially provided for analyzing and 
writing out a detailed step-by-step description of each work process, 
with daily volume, daily time and monthly time reported for each 
step. It also provided for the preparation of horizontal-style Flow 
Charts, using Gilbreath symbols to denote origin, movement, opera- 
tions, etc. All study material to be reproduced in multiple copies for 
mailing to Controller’s Office and all other Divisions. 


NOTE: After several years experience, the horizontal-style Flow 
Charts were discarded. Current analysis data consists of a detailed 
step-by-step description of each work process; with monthly volume, 
volume per hour and total hours monthly, for each step, or series of 
steps comprising an operation. This analysis is supported with a Work 
Distribution Chart showing details of work performed and applicable 
time for all personnel involved. Also prepared are detailed lists show- 
ing description, volume and other information relating to all forms, 
machines and equipment used in the work activity being analyzed. 

In June, 1946 the Controller’s Office issued instructions activating 
the programme, by outlining the scope and methods for analyzing the 
first subject selected for study and improvement: Retail Accounts 
Receivable. 
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Purpose — To study all systems for Retail Accounts Receivable now 
in use by all Marketing Division Accounting Offices, to study the 
various alternative systems and to develop the system which will best 
meet requirements. 

Scope — Complete system, starting with the receipt of a customer’s 
application for credit, and ending with collection or other disposal of 
the customer’s account. All forms, machines, equipment, special 
devices, etc., should be included in the survey of the present system 
and the study of each alternative. 


Additional instructions, information and suggestions were included 
concerning methods of securing volume, observing work, timing opera- 
tions, etc. Due dates were established for reporting present methods, 
proposing alternate procedures and submitting final recommendation. 


NOTE: When this first study was begun there was little or no 
uniformity between any of the Divisions insofar as machines and equip- 
ment were concerned. There existed marked differences in methods 
of perofrming a multitude of relatively simple operations, such as the 
examining, controlling, sorting and filing of a large daily volume of 
service station delivery tickets. After our study was completed, we 
had developed uniform methods for performing all work processes. 
We installed microfilming machines to eliminate one copy of a service 
station ticket form and to eliminate a large volume filing operation. 
We ‘installed cycle billing machines and other up-to-date equipment. 
We devised improved statements and ledger records to facilitate our 
customer billing and bookkeeping processes. We considered the 
resultant savings and increased efficiency to be outstanding. 


The foregoing briefly summarizes some of the preparatory back- 
ground for developing our formal Plan for Work Simplification and 
Improvement. 


From this point on I propose to review some of the experiences, 
problems, decisions and results emanating from making methods 
analysis studies and carrying out the programme. 


In the Beginning 


We newly appointed Systems Accountants must have felt some- 
what like a veteran outfielder who in an emergency is called on to play 
an infield position for the first time. In spite of our familiarity with 
surroundings, personnel, work activities, equipment and forms, the task 
of observing, timing and concisely describing the methods used was not 
nearly so simple as it had appeared to be. The motions were new and 
strange. 

One problem was that of choosing and arranging simple words in 
such order as to result in short sentences of clear meaning. This was 
particularly true when describing several operations being performed 
in split-second sequence by one individual. In some instances we 
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included so much descriptive detail as to confuse the reader. In other 
instances we omitted important facts, usually because we were com- 
pletely familiar with them and expected others to take them for 
granted. 

We soon learned that there was no standard formula for promoting 
interest and securing cooperation from individuals whose work was 
being analyzed. Despite explanations and assurances some were skep- 
tical and reserved. Some displayed evidence of resistance and alarm 
for which we could discern no reason and for which we had no ready 
remedy. Generally we received splendid cooperation and assistance 
and speedily learned just how important these factors would be to us 
in performing our new jobs. Also we speedily learned that in some 
ways, each individual is different and in other ways each is alike. The 
latter part of this statement is as important to remember as the first if 
you are planning to sit down with an individual and discuss — of all 
things — his job! 

Sometimes our time studies came out all wrong when put together 
and reconciled with total productive time to be accounted for. Often 
the results indicated excessive production. In some instances, this was 
determined by converting representative time and volume study figures 
to weekly or monthly basis for work such as price checking, machine 
verifying delivery tickets, machine billing and posting processes, etc. 
Part of the trouble could be attributed to the difficulty of convincing 
the workers that we were primarily concerned with evaluating the 
system, and persuading them to operate at a normal pace. This is liable 
to be a problem under any condition and was particularly present 
during the initial stages of our programme. 


Comparing Methods 


After completing and mailing our study material to other division 
offices, our next step is to read, study and make comparisons of the 
methods used by each of the other divisions. 


At first it was somewhat of a shock to find that there were so many 
different ways of performing simple tasks such as opening envelopes, 
examine and sort delivery tickets, fold and stuff outgoing mail, ete. 
Also, it was interesting to note the difference in work flow, procedure 
outline and local practices between divisions, even when using identical 
forms and similar machines in carrying out the same major work 
requirements. 


As we analyze the methods of each division we make detailed notes 
of all differences, with supporting time and volume production data. If 
additional information or explanation is needed we correspond between 
divisions. Sometimes we find methods being used which we previously 
have used and discarded for something we considered better. On the 
other hand, we often find new methods which are instantly recognized 
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as an improvement over anything we have thought of. Also, there are 
differences where the merits are debatable and cannot be decided upon 
immediately. Usually these are somewhat broad in scope and often 
involve equipment or machines with which we have had no experience. 

All differences are presented in detail to the Office Manager and 
involved supervisory personnel. Insofar as practicable, any obvious 
work deletion or simplification is effected as quickly as possible. 
Others are adopted on a trial basis to determine just how they will 
work out. 


Developing Improved Procedures 


First we thoroughly examine the basic system we have in use in 
our particular division and explore every avenue for possible improve- 
ment. It has been our experience that a step-by-step description of any 
extensive procedure always involves several on-the-spot deletions or 
improvement. Some of these derive immediately from a precise deter- 
mination of what is being done, the remedy being obvious without 
further questioning as to how or why. After effecting the readily ap- 
parent improvements including adoptions from other divisions, we arc 
ready to look further. 

At this stage we should know a great deal about the system we are 
studying. We have observed all the separate work steps and written 
up a detailed description of their performance. We have studied the 
methods used by nine other division offices to do the same work. We 
know what is accomplished and how much work is required. We are 
familiar with forms, equipment, machines and schedules, With this 
background we should be in a good position to intelligently question a 
great many things about our work. The first important answer we want 
is a reason why a specific accomplishment is necessary. Next, we want 
to examine the reason from every important angle and see how strong 
it remains. Let’s use an example: 

Mail Room employees daily open, sort, date-stamp and distribute 
a large volume of incoming mail from customers, vendors, company 
field representatives, etc. 

Answer by Mail Room Supervisor: It is a work requirement and 
established, I suppose, to provide a means of determining that the mail 
receives prompt handling after we deliver it. 

Question: Why date-stamp? 

Our study data shows that it takes an average of thirty minutes 
daily to apply the date stamp. This figures 130 hours annually, or the 
full time of one employee for more than three weeks. We question 
the various department heads as to what actual value they place on the 
date stamp, how often it is checked and what is proved by it. Our 
investigation reveals that with the exception of a small volume of 
specific documents processed in one department the date stamp is 
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seldom examined and not highly important. These facts are then 
presented to the Office Manager and may result in eliminating all, or a 
major portion of the date-stamping operation. 

If our questioning develops that the operation is necessary and 
must be continued we then look for ways of simplifying and improving 
the performance. Discussions with the worker on the job are often 
rewarded with excellent ideas for improvement. The search for some- 
thing better is also carried on through frequent contacts with office 
equipment salesmen, visits and exchange of ideas and information with 
office personnel of local business firms, ete. 


New Systems 

In addition to simplifying and improving our present methods we 
examine entirely different systems with the idea of adopting them if 
they offer sufficient advantages. When one or more of our division 
offices already have different systems in operation, the comparison and 
evaluation is facilitated by their study material. 

Entirely new systems — in terms of the Company’s experience — 
are examined thoroughly from every possible angle if they appear 
promising. Members of our Controller’s staff plan, coordinate and 
participate in the study, comparison and evaluation of these procedures. 
They provide for furnishing each division with step-by-step descriptions 
of the involved work processes, together with available data on forms, 
equipment, machines and projected production statistics. Working 
with this material, each division fills in known volume and estimated 
time and reports findings and recommendations to the Office of the 
Controller. 

Admittedly it is difficult to accurately judge a proposed system in 
this manner, therefore our Controller’s Office does not make a final 
decision on a majority recommendation basis. Even strong minority 
support may be sufficient to warrant installing the system on a trial 
basis for several months in one or more divisions. At one time four 
systems — all covering the same functions, yet differing in equipment, 
machines and methods — were being tried out simultaneously in 
different divisions. 

After final decisions are made, the Controller’s Office supplies each 
division with detailed instructions for installing and carrying out the 
method or system. These are printed in loose-leaf fashion, and all 
division office department heads are provided with sets for insertion in 
their work procedure manuals. 


Results 

Semi-annually, each division furnishes the Controller’s Office with 
a Progress Report detailing the accomplishments resulting from the 
work simplification programme. These, together with summary sheets, 
are reproduced and distributed to all divisions. 
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The following figures are taken from annual summaries reflecting 
the combined accomplishments of the ten divisions: 


Yearly Man-Hour 


Period Reduction 
Year 1949 49,801 
Year 1950 56,513 
(Ist half) 1953 63,211 
Year 1951 51,979 
Year 1952 46,833 


Over this period our work volumes have increased tremendously. 
Our work simplification programme has enabled us to absorb this 
substantial increase in work loads, and over the same period, we 
accomplished a substantial reduction (through natural attrition) of 
accounting personnel. In addition to man-hour reduction, impressive 
savings have been effected in postage, stationery, forms, machines and 
office equipment. 

The results looked good to us. The more we examined them the 
more we became aware of potential additional benefits through fuller 
utilization of work simplification principles and techniques. Accord- 
ingly, members of the Controller’s staff and the Esso Training Division 
spent several months of joint effort in planning, developing and testing 
a Methods Analysis Programme specifically designed to aid supervisors 
in analyzing their problems, effecting improvements and originating 
new methods. 

In May 1952 the Division Systems Accountants spent several days at 
the Elizabeth, New Jersey Training Center, studying the Methods 
Analysis Programme material, and receiving instruction and aid in 
conducting practice training sessions. After completing this course, the 
Systems Accountants returned to their home offices and put on the 
programme for supervisory and key accounting personnel. 

The entire course consisted of six conference sessions, as follows: 

Session 1—How to Chart Your Work Distribution 

Session 2—How to Analyze Your Work Distribution 

Session 3—How to Chart Your Work Processes 

Session 4—How to Analyze Your Work Processes 

Session 5—How to Chart and Analyze Your Work Forms 

Session 6—How to Sell Your Job Improvement 

At the present time, our Company is planning a modified Methods 
Analysis Programme for presentation to all interested employees, re- 
gardless of job classification. 


In Summary 
Work simplification procedures can be divided into three principal 
fields of effort: 


1. The search for facts. 
2. The intelligent appraisal and evaluation of facts. 
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3. The putting of information derived from analysis of facts to 
efficient use; in other words, deciding and acting. 


The person doing the job is usually able to supply a great many 
facts. Also this person is in the peculiar position of often being able 
to camouflage facts. It is highly important to ask questions, and of 
prime importance to ask them in such fashion as to promote interest, 
cooperation and honest answers. 

When analyzing work methods avoid direct questions such as, 
“Why do you do it this way?” Often as not the answer will contain 
an element of personal defense, rather than what you really want to 
know. Make your questions indirect, as, “Why do you suppose it was 
decided it should be done this way?” The first approach may promote 
a resistant attitude. The second often gains a willing partner in attack- 
ing the problem. 

Seven years experience has convinced me that the intelligent 
appraisal and acceptance of facts constitutes the major problem of 
work simplification. This is emphasized when the coverage is broad, 
and a high degree of uniformity between several widely separated 
offices is one of the objectives. Often the acceptance of facts involves 
changes in thinking, attitudes and working methods. The prevalence 
of resistance to change is little affected — if any, by organization levels. 
It seems to be an instinctive kind of self defence mechanism which 
activates automatically at the slightest implication of criticism. 

If all of us could condition ourselves to conscientiously avoid argu- 
ments, and to better understand facts and willingly follow action 
thereby indicated — the job of work simplification would indeed be 
simplified. 





FOR FURTHER READING: 


METHODS OF IMPROVING ADMINISTRATION, J. J. Macdonell, The Canadian 
Chartered Accountant, Feb. 1953. 

STEPPING UP YOUR OFFICE EFFICIENCY, A.M.A., Office Management Series, 
No. 133. 

MANAGEMENT DEVELOPMENT IN THE OFFICE, A.M.A., Office Management 
Series, No. 132. 
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IF YOU WANT PUNCHED CARD ACCOUNTING 
BUT THINK ITS OUTSIDE YOUR BUDGET. 
REVOLUTIONARY SAMAS 21-COLUMN 
PUNCHED CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE SPEEDING UP 
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METHODS ENGINEERED TO SERVE YOUR BUSINESS 


Each punched card installation is unique unto itself in relation to the job to be done. 
Before an installation is proposed, each inquiry is processed as follows: 

Underwood Samas’ experienced technical representatives survey the operation... 
study such items as present methods and their shortcomings, objectives of propesed 
system, machines, personnel and such. This information is analyzed and a general 
procedure outline produced, card and forms worked out, machines specified and 
then, the complete plan and proposal written and submitted. Cost, forms, machines, 
personnel, procedure and expected results are available to the Underwood Samas 
buyer in advance. 

So carefully is the installation of an Underwood Samas Punched Card System 
planned that the transition takes place with little or no disruption to the functioning 
of the department. 








THE BASIC SYSTEM 


Data is recorded on cards by punching holes with the Universal Automatic Key Punch 
... can be interpreted visually and mechanically. The Sorter cross indexes the punched 
cards in any desired information grouping at the rate of 40,000 per hour, standard 
speed. The final step, automatically handled by the Tabulator, is printing information 
contained on punched cards onto regular business forms. 


Write or phone for further information. . 


SAMAS PUNCHED CARD DIVISION 
Underwood Limited 


ONTARIO 





354 VICTORIA STREET, TORONTO 2, 

















What Should be Done Before 
a Cost System is Installed? .. . 


By Vance M. Jounston, 


Head Negotiator, 
Electronic Negotiation Section, 
U.S. Navy. 


This author points out that many changes may need to take place prior 

to the installation of a new cost system. Surveys must be made on staff 

efficiency, the company’s sales policy, plant layout, the purchasing of 

material and the production schedule. The most suitable type of cost 

system for the business concerned must then be determined. Before 

introducing a new system, it is far better to correct the company’s basic 

weaknesses thereby preventing deficiencies forming in the new cost 

structure. 

UCH has been written about the installation of cost systems and 

particularly as related to standard cost, but little attention has 
been given the various factors which must be considered in pre- 
planning. It is frequently decided that a cost system must be changed, 
or a standard cost system must be installed without recourse to adequate 
preliminary studies and surveys. Any system that incorporates any or 
all of its present incompetents or inefficiencies is not a good system, and 
will always be a compromise that will require continual adjusting and 
changing as the deficiencies are brought to light or “suddenly dis- 
covered” by the cost accountant. There are many steps that should be 
taken by management before a particular cost system is changed or a 
new one is installed. These steps in order, are as follows: 


Management Survey 

Is your present staff efficient, adequate and progressive enough in 
its thinking to permit the company to grow and to grow with it? It is 
an unusual company wherein a management survey will be able to 
answer these questions honestly and in the affirmative, without suggest- 
ing beneficial changes. The survey should indicate to management its 
strength and weaknesses and endeavour to have the weaknesses cor- 
rected before an attempt is made to install a new system. The survey 
must also take into consideration the company’s past record of per- 
formance and growth and its present plans for future expansion, and 
plan to be adequately and efficiently staffed for future progressive 
growth. 


Personnel Relations 

Related to the management survey and only slightly less important, 
is the survey of junior management personnel, department heads, 
section heads and foremen. Are they efficient, adequate and progressive 
enough? Generally a survey of such personnel will bring to light many 
inequities in salary and wage rates that should be corrected before 
installing a new system. Depending upon the size of the company and 
whether or not it is a closely held “family” company or corporation, 
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many suggested changes in positions or jobs may be necessary to take 
care of “old time loyal employees” who are no longer in a position to 
grow with the company. Provision should be made to place these 
employees in positions or jobs more in line with their present and 
future capabilities, so they will not block the progress of the company 
as a whole. After all, management owes its first loyalty not to the 
minority, but to the majority, and if the minority block progress and 
the corporation stagnates or stops growimg, the jobs of all employees 
will be jeopardized and the company or corporation as such may cease 
to exist. 


Plant Layout 

A survey of plant layout should start out with the company’s basic 
sales policies. Does the company have a definite policy as to its position 
in that particular industry, and its intention regarding maintenance and 
the improvement of its present percentage of total business in the 
industry? Is the company’s business diversified? If not, what are the 
future plans? Does the company have a definite policy regarding the 
amount of government and commercial business it plans to obtain? 
Does the company have a good research and development programme 
outlined? Is it properly tied in with market analysis so that research 
will know what future products should be developed to add to the 
present product line and to take the place of products that are currently 
falling by the wayside and have no future? In other words, basically, 
are you producing for your sales department to sell, or are you pro- 
ducing what your sales department is selling? Many companies con- 
tinue to produce and sell products in spite of the fact that the products 
are economically unsound to produce in their particular plant. 

I believe the best approach is to determine which of your present 
products have a future and are profitable; which should be discarded; 
and the extent to which the business can support and maintain a re- 
search and development programme in respect to new or allied lines 
on those products retained. The research and development programme 
can be augmented by endeavouring to obtain government development 
contracts to parallel or supplement your own programme. Do not be 
afraid of such contracts. In my opinion they are beneficial to both the 
government and private industry, and they are probably one of the 
reasons that the United States is technologically farther advanced than 
any other country in the world 

After management has made its products and sales policy decisions, 
the next project should be plant layout. Is it properly located and 
streamlined for efficient handling, storing, processing and shipping, and 
does it have the machinery and equipment to do the job efficiently at 
the lowest possible cost? Many times the survey will show that 
material handling methods are obsolete and that store rooms are badly 
located for quick and efficient delivery to the production lines. These 
defects should be corrected. 
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Many times the equipment on the production lines is obsolete and 
should be replaced. Often there is too much handling and criss- 
crossing of production on a particular product. This should be elimi- 
nated, and streamlined, straight-line production methods with the 
product involved, should be adopted to the greatest extent possible. 
Quite frequently, the complaint is heard that a product fails to lend 
itself to straight line production methods, whereas changes in design 
when the product was originally developed would have eliminated this 
problem. 

The best example of this is the occasion some years ago when I 
had the opportunity to install a cost system in a paper box plant, and 
the survey indicated that the person best fitted to be the head cost 
accountant was a box designer. The box designer knew the plant and 
its equipment, and the practical aspects of designing an attractive, 
utilitarian box that could be produced on the plant equipment at the 
lowest possible cost. The result was a profitable sale to a satisfied 
customer. Very often, the customer is receptive to suggested changes 
in design or material that will reduce the cost to him, and at the same 
time, still satisfy his packaging requirements. Cost estimators, when 
quoting on a particular item, frequently overlook the opportunity to 
suggest certain changes which will lower the cost. I would suggest a 
quotation on the item submitted and then an alternate quotation taking 
into consideration the changes that will make for a more efficient and 
profitable operation for you, and a lower cost item for the buyer. Even 
when the suggested changes are not accepted, the buyer appreciates 
your interest. It can be seen that a properly trained sales force can be 
of great value in ascertaining whether the buyer is receptive to changes 
in order to reduce costs. 

The use of templates, even though home made, presents an in- 
valuable way of following the flow of material from its receipt through 
storing, processing, storing and ultimate shipping in order to determine 
that the flow of material and production is the most efficient. Plant 
layout should be properly designed and streamlined before an attempt 
is made to estimate a cost, or to set up a standard cost system. If this 
is not done, any estimate or cost will be based on present inefficient 
methods, and no standard based on such a foundation is a good 
standard. 


Production Scheduling 

If your management and personnel relations problems have been 
resolved before reaching this point, then undoubtedly your production 
scheduling problems have been largely resolved. Suffice it to say that it 
is important that the scheduling be done efficiently to the extent that 
machine changeovers and overtime are kept to a minimum, that items 
are produced on the lines best equipped to produce them and that 
materials flow smoothly to and from the production lines. If your 
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delivery promises are realistic and are backed up by performance, then 
the buyer can depend upon your promises, and the necessity for quick 
and costly changeovers to satisfy a “preferred customer” will be kept to 
a minimum. Here again, the salesman can be of help in “selling” 
realistic delivery dates. The personnel scheduling production must 
know plant equipment, its flexibility or lack of flexibility and the 
proper lines on which to schedule production. In addition, they must 
know the economical size of production runs and when to consolidate 
small orders of a like nature so that advantage may be taken of 
machine set-ups for a straight line run. 


Purchasing 

The Purchasing Department must purchase quality that is con- 
sistent with the product to be produced. The personnel must ensure 
that material is delivered on time, and that the price is right and 
competitive. If the quality of material is poor, it will overload quality 
inspection control points and “jam up” production lines; if delivery is 
not made on time, there may be costly delays in production “down 
time” which, in turn, will delay many other production promises. Last, 
but not least, if the purchase price of the material is not competitive, 
profit will be reduced considerably even before production is 
commenced. 

The importance of efficient purchasing in relation to total cost, 
cannot be stressed too highly, and it is one department that should be 
thoroughly budgeted as to performance. It is the Purchasing Depart- 
ment and not the production lines that must be charged or credited 
with bad or good performance on quality, delivery and price. 

Another essential of good purchasing is to maintain a sufficient 
number of suppliers so that a sudden interruption in deliveries from 
one supplier will not jeopardize plant operations. When material 
specifications have been set up for the purchasing department, when it 
is properly staffed and budgeted for efficient performance, you will 
have taken a long step in reducing material costs. 


Size and Type of Cost System 

Before installing any cost system, it must be determined how much 
or how little system is necessary. It is a mistake to burden a company 
with more system than it can properly afford, and by the same token, 
it is a mistake to install any system that cannot grow and be expanded 
with the company. In a large corporation with many allied products 
and quantity production, a standard cost system may be an ideal in- 
stallation. In a small plant with short custom made production runs, 
the job order cost system may be the ideal installation, whereas in 
many of the process industries such as chemicals, a process cost system 
may be the ideal installation. In any case, it is obvious that the system 
should be tailored to the needs of the company present and future, 
rather than attempt to change the company to suit the system. 
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The Cost System 


After we have assured ourselves that we have a sufficient and 
efficient management, a planned sales policy and development pro- 
gramme, good personnel relations, proper plant layout, efficient process 
and production scheduling and efficient purchasing, we are ready to set 
up a “before the fact” rather than an “after the fact” cost system. Now 
any estimate that is made will be made as the product should be pro- 
duced, and not as the product would have been produced on the old 
inefficient methods. 

Basically, a prospective customer submits a sample of his product 
or proposed product to us for a quotation, or we develop a product and 
submit it to a proposed customer for his possible use. From the sample 
of the product, or the drawings or specifications of the product if no 
sample is available, or the blue sky idea of the customer if neither 
samples or drawings or specifications are available, the Estimating De- 
partment prepares its estimate. The estimator, depending upon the size 
of the organization and the complexity of the product, collects his cost 
data from the research department, design and production engineers, 
the purchasing department and the industrial engineering staff. The 
first problem is to determine whether or not the product fits into your 
line and if it can be produced profitably. If it can be fitted in only 
with certain changes, such changes should be suggested to the buyer. 

After product changes have been decided, the next step is to deter- 
mine how much of the finished product you can and wish to make in 
your own plant, what materials you will purchase complete, and what 
materials you will further process or fabricate in your own plant. 
Depending upon plant capacity and future backlog of orders on the 
books, these decisions will change from time to time and you may do 
more, or less sub-contracting. If your plant is overloaded with work, it 
is more desirable to retain in your shop only the type of work that is 
most profitable on your production lines, and to sub-contract the items 
that are less profitable. If your plant is not operating at capacity and 
is badly in need of work, you will undoubtedly endeavour to do all of 
the work possible in your own shops even though, in some cases, it 
may mean recovering overhead only with no profit, or only partial 
recovery of overhead. 

After the decision has been made as to how much of the work 
will be done in the shop and how much will be purchased from outside 
suppliers, the estimator is ready to compile his standard cost. He will 
supply the purchasing department with a list of the quantities and 
items to be purchased if they have not previously been purchased and 
standards set, and the quotation received will be used in formulizing 
standard material costs for the new items of material. 

Standards are intended to reflect operating efficiency, and if the 
ideal operating efficiency is intended to be 100% then the standards 
should be set on that basis. 


67 








COST AND MANAGEMENT 


Material standards may be established on a variety of bases, on an 
average year or on an average of a number of years reflecting good, 
bad and average conditions. Once established, it is best not to change 
them unless the product or the processing changes. If this practice is 
followed, comparisons of operating efficiency are easily made from year 
to year. 

In preparing standards for materials the estimator allows for 
losses, or shrinkage and spoilage of material in processing. 

Next in order is to assemble the labour costs on the materials 
requiring further processing or fabrication, and the assembly work of 
the completed product. If plant layout has been properly streamlined 
beforehand, the assembly of this information will not be too difficult 
and it will be a labour standard of an efficient operation. 


On labour, the estimator allows a percentage of standard time for 
fatigue. This factor will vary with the type of work involved, i.e., 
manual, automatic machine or semi-automatic machine work. Down 
time is also allowed for the loading of machines, etc., where required. 


Standards may be set on an individual product basis or on a 
product line basis, depending upon the conditions prevalent in the 
company or industry involved. 


As operations progress, actual costs are compiled against the 
standards, and the variances (differences between actual and standard) 
can be broken down into further detail as required. 


In the case of materials, this variance factor generally consists of 
the difference between the actual and standard cost of the material pur- 
chased, and the difference between the actual amount of material used 
and the amount allowed for in the standard. Thus we have a price 
factor and a quantity factor. 


In the case of labour, the variance factor may consist of the differ- 
ence between the actual and standard wage rate paid ;er hour, and the 
actual and standard pieces produced per hour giving us again a price 
factor and a quantity factor. 

In addition to the material and labour costs, there is also the cost 
of material handling, plant overhead and administrative overhead. In 
my opinion, material handling costs should not be buried in plant over- 
head but should be shown separately. Material handling is frequently 
more costly than it should be and the best way to make it efficient and 
keep it under control is to show the cost separately relating its cost to 
the percentage of material cost. 

Estimates or budgets of the total amount of material to be pur- 
chased at standard cost during the coming year, the cost of handling 
such materials, the amount of direct labour expected to be extended 
during the coming year both at standard cost, are all taken into 
consideration. 
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Also considered are the various overhead or expense items that 
must be recovered at standard cost for each direct labour dollar ex- 
pended and the estimated cost of general and administrative expense 
that must be recovered for each dollar of factory cost at standard when 
applied against actual operations. These reflect the efficiency of opera- 
tions. A simplified standard cost job sheet might reflect the following: 


Standard Actual 
Cost Cost Variance 
Materials .. $300.00 $280.00 $ 20.00 
Materials Handling 5% .. 15.00 4% 11.20 3.80 
Direct Labour 60.00 80.00 (20.00) 
Direct Labour 
Overhead 125% 5.00 110% 88.00 (13.00) 
Engineering Labour 15.00 15.00 
Engineering Overhead 
60% ... . 9.00 60% 9.00 
Factory Cost .. $474.00 $483.20 $( 9.20) 
Overall Efficiency 98% 


As previously stated, the variance factor gains or losses against 
standard cost may be broken down into as fine a detail as is required 
by the company executives for efficient operation. 


If standards are set on a good firm foundation, generally they 
should not be changed unless the process changes and if this is adhered 
to, it will be quite easy to make a comparison of operating results on a 
year to year basis. 


As the variance factor climbs, company officials should act, and the 
higher it climbs the more quickly they should act. Quite possibly, a 
review will indicate that different and less costly materials should be 
substituted, or if labour rates are climbing and production rate per 
hour is decreasing, better and more up to date equipment may be re- 
quired to offset such factors. In any case it is time to act. 





FOR FURTHER READING: 


STANDARD COSTS FOR MANUFACTURING Henrici, Second Edition. 
Published by McGraw Hill Book Co. 


INSTALLING A STANDARD COST PROGRAMME — V. K. Downer, Business 
Management, March 1953. 
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Manufacturing Budgets 
For a Process Industry .. . 
By Frep D. Loy, 


Accounting Administrative Assistant, 
Fulton Sylphon Division, 
Robertshaw Fulton Controls Company. 


This article outlines the problems which faced a metal processing in- 
dustry (employing a standard cost system) when attempting to establish 
a basis for Budgetary Control. There are numerous advantages in 
budgetary control, each doing its part toward Cost reduction, but a 
budget requires very careful planning, and Mr. Loy describes how the 
foremen were given the control of all operating costs within his own 
division, and how, in co-operation with the accounting department and 
top management, each has established an economical operation of his 
department. 


UDGETARY Control is the effective balancing of expenses with 

income, at whatever level the activity may be, so as to insure a 
profit for the enterprise. It is needless to state that all businesses are 
operated for a profit, therefore some kind of budget must necessarily 
exist if only in the mind of the president, but for a budget to be 
effective it must be in the minds of all management and personnel. 
This includes not just line officers, but anyone in the organization who 
is responsible for incurring any expense item. Any expense which will 
not ultimately be a source of profitable income has to be avoided, and 
an expense that is not made within the limit of an actual income will 
soon deplete the assets of the business. A second point, concerning 
effectiveness, is that not only must all personnel be aware of a budget, 
but they must also cooperate in its preparation and operation. A 
budget should be carefully planned with the individuals responsible 
for areas of cost and expenses participating in the planning, and the 
methods of control to be used in their spheres of activity. Another 
point, in connection with the above, is that a budget should be actually 
prepared in written form and, so designed that it can be disseminated 
to each individual showing him his responsibility and his connection 
with the plan as a whole. 


In well managed businesses that have budgetary plans for the 
future, that plan must be built around anticipated sales volumes. 
However, before any formal budget can be pursued, one must see the 
wisdom of setting up such controls or goals to be of some assurance that 
future income will exceed future expenses, and that they will be 
continuously adusted to each other. The major problem facing any 
company in establishing controls which give this desired result, is one 
of finding a basis for transposing sales volume into a common unit of 
measurement for the production function of the company. This was 
the problem we faced, and the following is our solution to it. Our 
company is classified as a metal processing industry. Actually our 
operations involve the processes of foundry work, machining, punching 


70 








MANUFACTURING BUDGETS FOR A PROCESS INDUSTRY 


and stamping and assembly of parts into finished products. While a 
number of different items are produced, they all follow the same basic 
pattern of production. Our problem was one of finding a common unit 
of measurement for all types of processing which would be understood 
and accepted by the foremen of all departments. 

In the absence of a unified expense control programme, we are all 
aware that costs in any department are left as the primary responsi- 
bility of a foreman along with his superintendent. In most instances 
one foreman’s concept of normal or acceptable costs differs from 
another, much the same as one personality differs from another. One 
manager or supervisor will dislike seeing scrap costs and will spend his 
time on scrap reduction to the hazard of meeting production schedules 
or maintaining satisfactory performance levels. Another will stress per- 
formance at the risk of incurring high scrap and re-operation costs. 
Still another will try adding indirect or inspection costs in an attempt 
to remedy his low performance or failure to meet schedules. Most all 
accounting departments make various reports available to plant manage- 
ment which, in some instances, confuses them rather than guides them. 
A unified budget, adopted by top management and accepted and under- 
stood by the plant supervisors, seems to be the one progressive manner 
of starting, with oneness of mind, all supervisors in the direction of 
improved costs, greater efficiency and a consistent flow of production. 


“Earned Hour” Basis for Manufacturing Expenses 

The budget concept varies greatly within the companies, even of 
like manufacture, and at this point I would like to begin exploring the 
“Earned. Hour” concept as a basis for allocating allowances for all 
manufacturing expenses. At this point it should be understood what is 
meant by the “Earned Hour”. Many process industries employ the 
Standard Cost System of assigning cost to inventory and to shipments. 
Such a system is built upon the establishment of work standards which 
are used to measure the value of direct labour as expended on each 
direct operation. The work standard is set by a time and motion study 
of the operation and is expressed in a given unit of pieces per hour. 
When the production operator is performing at an acceptable rate, he 
will be producing (or earning for inventory) as many hours as he is 
actually spending on the particular operation. Time Tickets are kept 
on each direct operator and the “Hours Earned” is the product of 
multiplying the pieces produced by the “work standard” as previously 
established. Example: Assume the operation to be “drill 4” hole — 
," deep” in a given part at a standard of 100 pieces per hour. The 
operator works for eight (8) hours and drills 700 pieces. It is readily 
seen that he has earned 7.0 hours although it took him 8.0 hours to 
complete the task. 

In our search for a common denominator for a metal processing 
industry, many ideas were evaluated and discarded. One idea for the 
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basis of budgetary control was “pounds of metal finished”. While this 
would seem to be applicable in a Foundry; however it is not so readily 
usable in a Machine Shop where the work requirements varies a great 
deal between metals and even within the same type of metal. Another 
idea was “pieces per hour” yet pieces in one department would require 
many more man hours to make into a finished component than other 
pieces within the department and certainly within other departments. 
More and more we were searching for a staple yard stick commonly 
understood and accepted by our departmental supervision. The “Earned 
Hour” seemed to be just what we were looking for due to the following 
reasons: 
1, All standards in all direct departments were established by the 
same system of time study, hefice each department would have 
consistent budget measurement. 


2. These standards would, largely speaking, remain unchanged. 
3. Labour increases would not affect standards. 
4, Annual “burden rate” changes would not affect standards. 


wa 


Sales prices changes would not affect man hours required to 
produce parts. 

6. Man hours are only expended in the interest of producing a 
product. By the standard cost system, hours are earned in 
proportion to parts produced or inventory produced. 

7. Inventory is to produce sales income, hence expenses allowed in 
proportion to earned hours is in effect budgeting in ratio to 
sales income, that is, if inventory volume can be kept at constant 
level. 

It was felt desirable to set up budgets to show, as under the fore- 
man’s direct control, all elements of expense except direct material, 
manufacturing office operating expenses and some service department 
expenses. These would be ultimately charged as an expense of his 
department’s operations, but not as costs controllable by the foreman. 
Included was all direct and indirect labour generated in the depart- 
ment, transfer labour requested from service departments, all supplies, 
repair machine parts, payroll taxes, insurance, depreciation, depart- 
mental salaries, vacation and holiday accrual and scrap. 

It was realized that with this concept, some fixed and semi-fixed 
items such as depreciation, electricity, water, etc., could only be 
partially controlled by the foreman, but at the same time, it was a 
part of the department’s immediate expense and as such, the foreman 
and management could observe the effect. 

In adopting the budget, the already existing departmental controls 
were supplemented as follows: 


(1) The foreman was to approve any purchase of equipment, 
tools, supplies, etc., which would immediately, or through the 
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media of amortization or depreciation, affect the expense of 
his department. 

(2) A price catalogue was prepared for the foreman’s use to show 
the current cost of all supplies used in his department. No 
supplies were to be withdrawn from the supplies warehouse 
without his signature on the withdrawal ticket. 

(3) The foreman was to approve the time tickets on all transfer 
labour into his department, such as labour for tool room 
services, maintenance department, electricians, etc. By this 
procedure, he could be sure that no idle time was charged to 
him, and by this method, management would be able to deter- 
mine whether or not it had excess electricians, plumbers, ete., 
on the payroll. 

(4) All serap tickets were to be reviewed and approved by the 
foreman as they were written giving the opportunity to 
evaluate rework vs. scrap costs. The foreman could analyze 
the effect of losing the productive time (earned hours) by 
having direct operators tied up performing rework operations. 


The foreman was, in effect, to become the manager of a small 
business since he would control all operating costs within his depart- 
ment. The foreman was made to understand that the most significant 
figure in his budget allowance was the overall allowance per earned 
hour. and the allowances by account number or by type of expense 
was only the suggested means by which he could reasonably attain the 
budget goal. 

It was readily apparent to the foreman that he could employ two 
methods of meeting his budget. First, increased performance would 
yield more earned hours, hence more absorption of expenses. 
Secondly, by actually decreasing his expenses particularly in indirect 
labour and supplies. 


Establishing Budget Allowances 

Having arrived at a common denominator for budget measurement 
and subsequent performance, and having established certain fixed con- 
trools for the foreman, it was decided wise to have budget allowances 
established by the Accounting Department subject to approval of top 
management, 

The Accounting Department used historical data for a 3-year 
period on both earned hours and expenses. A good deal of analysis 
and checking was carried out before a normal production volume was 
selected. Having arrived at a normal operating (earned hours) 
volume both departmentally and in annual company sales, based on 
previous years, a good look was given toward the future. The dollar 
value of unshipped orders on file together with market data from the 
Sales Department, indicated that the anticipated volume for the next 
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twelve months could be about the same as the normal already de- 
veloped by the Accounting Department. At this point the prior profit 
position of the Company was analyzed along with the anticipated sales, 
and a fixed improvement percent for profits was firmed up. This im- 
provement percent was converted to a dollar value and held in abeyance 
pending the outcome of the analysis of individual expense accounts 
which were to be budgeted in each department. 

We used several reasoning concepts in establishing expense account 
allowances. The more important ones were: first, many hourly 
indirect labour functions were staffed so as to accommodate the direct 
operators, assuming that they would perform at 100 percent of 
standard. To whatever degree they failed to operate at standard, the 
indirect expenses could be reduced in settling allowances. Second, 
since we were not using any sort of incentive system, the direct labour 
performance would quite naturaly step up when budgets were adopted. 
Third, costs of supplies had not been of strict interest to the foreman, 
thereby encouraging or at least allowing some careless use or waste. 
Fourth, no acceptable allowance for scrap and re-operation had been 
established for each foreman’s use, therefore he may have done only a 
limited amount of research into causes for scrap and rework costs. 
Other lines of reasoning were used as a basis for proving that a general 
tightening up of expenses was justifiable, and at the same time, 
establishing a budget which would be attainable within a reasonable 
time after adoption. 

Care was exercised in establishing an allowance for direct labour 
to insure that each department was not budgeted at a higher perform- 
ance percent than it could be expected to attain. This fact was proven 
by prior performance records, changed production methods and new 
scheduling concepts designed to aid continuous runs. 

It should be pointed out that the “earned hour” performance 
allowance was set so as to include a reasonable allowance for per- 
forming non-standard and extra operations. 

One to two weeks was required to work out allowances and 
establish a departments’ budget. None were set on a final basis until 
all were complete and an overall summary was finished, which was then 
compared with the desired profit improvement. It was gratifying to 
find that each compared quite favourably, indicating acceptability of 
departmental allowances. 

At this point considerable time was spent with each foreman. 
Detailed written and oral explanations and interpretations were given 
to ensure understanding and cooperation. The Accounting Department 
accepted the responsibility of administering the budgets therefore, 
placing its time and facilities at the disposal of each foreman who was 
encouraged to accept his budget as a challenge. 
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Weekly meetings were held by the Accounting Department with 
the foreman, Production Office Scheduler, and the superintendent. All 
expenses and operating problems were discussed in whatever detail was 
deemed desirable. As various suggestions were made, engineering 
research was encouraged to assist production rates. 

One would be immediately aware that no foreman would have any 
incentive at this point to improve production methods at the hazard of 
eliminating direct labour operations from his units, or for that matter, 
even stepping up the rates per hour without eliminating the auxiliary 
indirect labour and expenses. This condition was anticipated, and the 
foreman was given a savings credit for each earned hour saved equi- 
valent to his prior allowance. For example if an overall allowance of 
$3.00 per earned hour was established and an operation with a standard 
of 100 pieces per hour was eliminated, each time that a group of 100 
pieces was finished on the subsequent operation, a savings credit of 
$3.00 was deducted from the current weeks’ actual expenses for that 
department. Since the budget period, with rare exceptions, runs from 
one annual physical inventory to the next, this savings factor is con- 
tinuous for one year. Of course, with the new inventory year, each 
department adopts a new budget and has a new beginning on its labour 
saving programme. ; 


Conclusion 

As indicated, the budget programme was adopted anticipating an 
annual revision of allowances. Each new year brings new products, 
new problems, new machinery and methods — hence a need for new 
and varied budget allowances. 

The foreman will be consulted in detail on all revisions of his 
hudget and will indicate his acceptance before changes are made. 

It has been our experience that a clear understanding of accounting 
charge accounts and a thorough knowledge of all manufacturing ex- 
penses has been as great a tool as any other in assisting the foreman to 
maintain an economical operation of his department. 

During the first six months of budgets, we had some departments 
which showed a cost improvement of twenty (20) percent without the 
benefit of higher volume, than that anticipated when the budget was 
established. 

Each foreman seems to feel that he, along with his department, are 
segments of a large progressive business and as such, he proposes to 
carry his share of the responsibility toward the profit goal. He can see 
that a budget based on “earned hours” (productivity) will measure his 
departmental unit fairly as compared to each other unit. We feel that 
our Company has taken a progressive step in the area of cost control 
and cost conscientiousness, and strongly recommend it to other pro- 
cessing industries which employ a standard cost system and which may 
not have found the common basis for budgetary control. 
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FOR FURTHER READING 


BUDGET INSTALLATION PROCEDURE — Ely Francis, The Controller, June, 
1954. 
BUDGETARY CONTROL — THE MANAGERIAL APPROACH TO BUDGETING 
— Rautenstrauch and Villers, published by Funk and Wagnalls Company. 
BUDGETS AND BUDGETARY CONTROL -— R. M. Kay, The Accountants 
Journal, January 1953. 

COMPREHENSIVE BUDGETARY CONTROL — Frank Z. Oles, N.A.C.A. Bulletin, 
October 1951, Section 1. 

HOW TO WIN FRIENDS AND INFLUENCE PEOPLE THROUGH BUDGETS — 
N. R. Barfoot, C. & M., May 1953. 

VARIABLE BUDGETING FOR PLANNING AND CONTROL —- S. A. Pendleton, 
N.A.C.A. Bulletin, November 1954, Section 1. 

THE “HOW” OF BUDGETING — Clinton W. Bennett, N.A.C.A. Bulletin, September 
1953, Section 3. 





Student Section... 


FUNDAMENTALS OF COST ACCOUNTING — 1954 


QUESTION II (25 marks) 


The following data are supplied for an item of raw material. 
On hand Ist July 6,000 gallons, at cost of $5.00 per gallon. 


PURCHASES: 
14th August 3900 gallons at $6.00 per gallon 
14th September 3960 gallons at $8.10 per gallon 
14th October 4200 gallons at $7.05 per gallon 
RETURN PURCHASE: 
Ist September 300 gallons 
ISSUED TO PRODUCTION: 
15th July 1500 gallons 
31st July 2100 gallons 
15th August 1800 gallons 
31st August 2160 gallons 
15th September 1800 gallons 
30th September 2400 gallons 
15th October 2100 gallons 
31st October 2200 gallons 
REQUIRED: 


(a) An inventory card to record the above transactions for this item, using the 
“Lifo” basis of pricing. 

(b) The company requires calculations to show what difference will occur in 
its cost of manufacturing statement if this material is priced on a moving 
average cost basis rather than a lifo basis. 

(ec) The company has in the past always valued its raw materials inventory “at 

the lower of cost or market”. How will you reflect the necessary adjust- 

ment on your inventory card and in the financial statements of the com- 
pany, if (1) the company changes its pricing basis “to moving average”, 
and (2) if the market price on 31st October was $6.50 per gallon? Figure 
to nearest cent only. 
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(b) Calculation to determine charges to manufacturing when inventory is priced on 
an average cost basis. 












































Average 
Units Price Amount J 
Balance Ist July 6,000 $5.00 $30,000 
Issued in July ; 3,600 5.00 18,000 1 
2,400 $5.00 $12,000 
Purchases in August 3,900 6.00 23,400 
6,300 $5.619 $35,400 , 
Issued in August 3,960 5.619 22,251 ( 
2,340 $5.619 $13,149 
Returned to vendor a 300 5.619 1,686 
2,040 $5.619 $11,463 ’ 
Purchases in September . 3,960 8.10 32,076 
6,000 $7.257 $43,539 i 
Issued in September 4,200 7.257 30,479 ( 
fle Past ah sO 
1,800 $7,257 $13,060 
Purchases in October 4,200 7.05 29,610 1 
6,000 $7,112 $42,670 ; 
Issued in October 4,300 7.112 30,582 
1,700 $7.112 $12,088 
Under Lifo Method: _ | Co ee | 
Opening inventory ..$ 30,000 ( 
Purchases (net) pacditee teed acne soup Aten 83,586 
$113,586 
Closing inventory ; , 8,500 
Cost of materials consumed oa ....$105,08 
Under Average Cost Method: gor 
Opening inventory $ 30,000 
Purchases. 54 Sree eee 
$113,586 
Closing inventory ; ; iperied 12,088 
Cost of materials consumed bien oe .... $101,498 





The average cost method results in a decrease of $3,588 for cost of materials 
consumed. 
1,700 units at 61.2c 


(c) If inventory card is to be reduced to lower of cost or market — it will be 
necessary to record a write-off on the card of dollar value only — for 1,700 
units at 70.3c. 

Financial statements will, of course, continue to be stated at the lower of cost 
or market. 


COMMENTS: 


Most students were able to reproduce the required data on a stores card - 
though unfortunately some did the problem on a “Fifo” basis; this error was costly 
to those students. 

The part of the problem relating to the adjustment to cost or market was not 
understood too well, and students had a tendency to forget to state the adjustment 
to the inventory card. Approximately 80 per cent of the students obtained a pass on 
this question. 
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STUDENT SECTION 
ADVANCED COST ACCOUNTING — 1954 — PAPER 1 


JUESTION 1 (20 marks) 

The Grey Company produces a chemical salt called Product X; during the 
manufacturing process another Product called Y results. For the month of February 
1954, the manufacturing costs of the two products are as follows: 


Manufacturing 
Material Labour Expense 
Costs before separation (Dept. A.) $ 76,000.00 $ 41,800.00 $ 22,800.00 
Costs after separation: 
Product X (Dept. B) ieee 17,400.00 112,000.00 22,400.00 
Product Y (Dept. C) . 2,000.00 6,000.00 1,200.00 


A total of 200,000 Ibs. was put into production in Dept. A of which 150,000 was 
transferred to Dept. B for additional processing of Product Y; the remainder was 
lost in production. In Dept. B, 130,000 lbs. were completed and transferred to the 
finished goods warehouse, 15,000 !bs. were still in process, with all material added, 
and 6624 of labour and expense added, and 5,000 Ibs. were lost in process. In Dept. 
C, 30,000 Ibs. were completed and transferred to the finished goods stock room, and 
10,000 Ibs. were lost in process. 

The sales price of Product X was $5.00 per Ib. in February and the sales price of 
Product Y was 56c per Ib. 


REQUIRED: 

Assuming selling and administrative expenses applicable to the two products to 
be $2,500 for Product X and $600 for Product Y, prepare departmental statements of 
manufacturing and cost of goods sold and profit and loss assuming all products 
produced are sold. Product Y should bear its proportion oof ocost before separation. 
Costs of Dept. A should be allocated on a weighted average basis. Indicate whieh 
method of accounting for lost units you have lost. 


SOLUTION TO QUESTION 1: 


GREY COMPANY Schedule A 
Dept. A — Costs prior to separation. Month of February 1954. 
Material i $ 76,000.00 
Labour os 41,800.00 
Manufacturing Expense 22,800.00 
$140,600.00 


Production — $190,000 Ibs. 
Unit Cost 74¢ per Ib. 
Schedule B 


Depts. B and C — Costs before and after separation. Month of February 1954. 


Costs from Dept. A Product X Product Y 
allocated on weighted average 
as follows: 


Main product 
150,000 Ibs. x $5.00 — 750,000 
40,000 Ibs. x .56 = 22,400 


772,400 








Product X 
750,000 x 140,600 Bae $136,523.00 
772,400 


Product Y 
22,400 


TEZAOD &. TAD G00) oi. icc see sins $ 4,077.00 
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COST AND MANAGEMENT 


Costs after separation 
Material 17,400.00 2,000.00 


Labour 112,000.00 6,000.00 
Manufacturing Expense ; 22,400.00 1,200.00 


288,323.00 13,277.00 
Less closing inventory in process Schedule C 25,522.50 


$262,800.50 $ 13,277.00 


Schedule C 4 


Equivalent 
Production Costs Unit Costs 
Material 145,000 $ 17,400.00 $ 
Labour 140,000 
Manufacturing Expense 140,000 
pe le , Sr 145,000 
Previous Dept. Costs 
15,000 at .9415 14,122.50 
15,000 at .12 1,800.00 
10,000 at .80 8,000.00 
10,000 at .16 : av 1,600.00 


$25,522.50 


GREY COMPANY 
Departmental Statement of Manufacturing Profit and Loss 
Product X Product Y 


$650,000.00 $ 16,800.00 

Cost of Sales — per Schedule B .... 262,800.50 13,277.00 
Gross Profit 387,199.50 3,523.00 
Administrative and Selling Expenses 2,500.00 600.00 


Net Profit 384,699.50 2,923.0 





COMMENTS —A. V. HARRIS, C.A., R.A. ~ 


Candidates found difficulty in allocating the Department B and C costs on a § 
weighted average basis. Approximately 50% obtained a pass on this question. ‘ 








